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Borrower:
Guarantor:

Executing agency:

Amount and
sour ce;

Financial terms
and conditions of
sector loan:

Objectives:

Description:

JAMAICA SOCIAL SAFETY NET REFORM
(JA-0115)

EXECUTIVE SUMMARY

Government of Jamaica
Government of Jamaica
Planning Institute of Jamaica (PIOJ)

IDB Sector Loan (Ordinary USss$ 32.50 million
Capital/Intermediate Financing
Facility):
(Ordinary Capital): Uss$ 7.50 million
Total Sector Loan: Uss$ 40.00 million
IDB Technical Cooperation (Fund Uss 1.10 million
for Special Operations Net
Income):
Local: USs$ 0.62 million
Total Technical Cooperation: Uss$ 1.72 million
Amortization period: 20 years
Grace period: 5 years
Disbursement period:

Sector loan: 24 months

Technical cooperation: 36 months
Interest rate: variable
Supervision and inspection: 1.00 %
Credit fee: 0.75 %
Currency: US Dollars from the Single

Currency Facility

The Social Safety Net Reform Programme has two main
objectives: (i) to protect basic health, education, and safety net
spending during a period of strong fiscal adjustment, and (ii) to
facilitate the merging, restructuring, and better targeting of the
country’s social safety net programs. A parale technical
cooperation is designed to help implement the reform measures
supported in the sector loan, and to strengthen monitoring and
evaluation capabilities of local institutions.

The program will be carried out within the macroeconomic context
of an International Monetary Fund (IMF) Staff Monitored
Programme (SMP), which provides for specific targets for
monetary and fiscal aggregates, including spending on safety net
programs. The overriding policy objective of the authorities is to
resolve the adverse debt-dynamics currently facing the country,
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fueled primarily by an escalation of high-interest domestic debt.
Tranche disbursements are conditional on satisfactory compliance
with the SMP.

Protection of spending. Within the context of the strong fiscal
adjustment necesstated by the internal debt criss, the first
component of the program aims to protect the poor by ensuring
that essential social sector and socia assistance services continue
to be funded. Specificaly the Bank program will ensure that
spending during the current fiscal year is maintained in two areas:
(i) basic health and education service delivery, and (ii) key safety
net programs. The 1% tranche condition is an agreement to increase
in rea terms the budget alocation to selected basic education,
health, and social safety net programs. The condition for 2™
tranche disbursement is execution of the budget in these areas at
the levels agreed to with the Bank.

Targeting. The program calls for the development of a uniform
proxy means test, which will be used to identify beneficiaries for
al magor programs in the socia safety net. Implementation of
such a system will ensure that potential beneficiaries of al magjor
safety net programs are treated equally, and that the time cost for
the poor in accessing entitlements is reduced, since the database
will be shared by al program managers. The 1% tranche condition
is a Cabinet decision to use a uniform beneficiary identification
system in all major safety net programs; the 2™ tranche condition
is successful progress in implementing this decision.

Rationalization. In order to eliminate extra administrative costs
and to reduce beneficiary time costs, the three main cash/in-kind
transfer programs, the Food Stamp Programme, Outdoor Poor
Relief, and Public Assistance, will be unified into one transfer
program under the responsibility of one agency. This unified
program will target the poorest 15% of the population in specified
vulnerable groups, and will employ the new targeting instrument
to evaluate digibility for the program. The level of benefits in the
reformed program will be increased to over four times the level in
the current Food Stamps Programme. The 1% tranche condition is
a Cabinet decision to unify the three programs and make the new
program effective in the budget. The condition for 2™ tranche is
the successful implementation of the unified program with at least
45,000 beneficiaries. A further condition for 2™ tranche is
Cabinet approval of a mechanism for a periodic review of the
benefit level to ensure its value is not eroded after the transition
period is over.
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Bank’s country
and sector

Strategy:

Environmental/
social review:

Reform of school-based programs. The program calls for the
improved targeting of the Secondary School Fees Assistance
Programme in order to increase secondary school access for poor
children. The program will also support the reform of the School
Feeding Programme in order to increase the incentive for poor
students to attend school by improving the targeting of the
government subsidy. For both programs, the 1% tranche condition
is a decision by Cabinet to use the proxy means test to select
beneficiaries; the 2™ tranche condition is the use of the targeting
instrument to select recipients of school fees assistance and
subsidized school lunches, in at least one parish.

Technical cooperation subprogram. The paralel technical
cooperation (TC) subprogram is designed to finance the training
and other investments required for the adoption of the targeting
instrument by the major safety net programs including the
Secondary School Fees Assstance Programme, the School
Feeding Programme, and the Social & Economic Support
Progranme. The TC will aso finance several pilot programs
designed to test aternative procurement arrangements in the
School Feeding Programme.

The Bank’s strategy in Jamaica described in the country paper
(GN-2025) is twofold: (i) to support the establishment of a sound
macroeconomic environment characterized by sustainable fiscal
and balance-of-payments positions, and (ii) to support a process of
structural adjustment and reform that will improve the conditions
for private sector led growth, which includes public sector
strengthening and reform. The current program is consistent with
the Bank’s objectives of supporting the reform of the public sector
in order to increase efficiency, and is in fact the vehicle for
implementing the Bank’s strategy in the social safety net area.

The proposed program has no environmental impact, given that its
activities are limited to reforms and institutional strengthening of
the country’ s social safety net programs.

The eventual social impact of the program is expected to be large.
In the short run, the maintenance of spending on key programs that
benefit the poor will ensure that this group is protected during the
current fiscal adjustment. In the medium and long run, the poor
will benefit from a more efficient and better-targeted safety net.
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Benefits:

Risks:

Special
contractual
clauses:

Social Equity and
Poverty
Classification:

The program will contribute to the efficiency of the public sector
through the merging and rationalization of programs and functions
within the current social safety net. As a result of this
rationalization, as well as the other reforms supported by the loan,
the poor and vulnerable in the country will benefit from this
operation in at least three ways: (i) improved distribution of
benefits to the poor; (ii) strengthened delivery of programs and
increased benefit levels, and (iii) reduction in time costs for the
poor through the merging of programs with the same objectives
and target groups.

The program calls for an increase to a meaningful level of the
benefit in the new transfer program. While some of this increase
should come from savings in administrative costs due to the
unification of the three programs, raising real benefits will also
depend on the freeing up of resources through the successful
implementation of the macroeconomic program as outlined in the
Staff Monitored Programme (SMP). Specifically, additional
resources will be made available through the reduction in debt
service due to lower interest rates, the restructuring of short-term
debt and the increase in revenues from reforms in tax
administration.  Slippage in achieving some of the SMP targets
represent a risk, since not all variables are under government’s
control.

The operation calls for the adoption of the uniform beneficiary
identification system (proxy means test) to identify beneficiaries in
the reformed cash transfer program. Given the current high rate of
leakage to non-poor individuals, the reformed program may result
in loss of benefits for close to 50,000 individuals, which could
have a political cost for the government. However, the government
has indicated its willingness to adopt the proxy means test in this
and other mgjor safety net programs. A trangtion plan is being
developed that will alow for the gradual remova of individuals
who no longer qualify for benefits under the reformed programs.
Finally, a public information and communication strategy will be
implemented to gain public support for the reformed programs.

The Policy Matrix (Annex 1), Policy Letter (Annex 2), and Means
of Verification (Annex3) govern the conditions for the
disbursement of each of the tranches.

The operation qualifies as a socia-equity enhancing project as
described in the indicative targets mandated by the Bank’s Eighth
Replenishment (Document AB-1704).
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Exceptionsto None.
Bank policy:






11

1.2

1.3

14

I. FRAME OF REFERENCE

Jamaica has experienced large fiscal deficits over the last five years due to a long
term accumulation of outstanding debt, and more recently, the government’s bail
out of large indebted banks during a financial crisis in 1997. These deficits
averaged around 6% in the latter half of the 1990s and declined to 4% in fiscal
year (FY)1999/2000.> In order to balance the budget and curb the adverse debt
dynamics fueled by the deficit, the government has committed itself to a further
reduction in the fiscal deficit. As a signa of its commitment to this policy, the
government has agreed on a Staff Monitored Programme (SMP) with the IMF for
the period 2000-2002, one component of which is the strengthening of the Social
Safety Net (SSN) in order to protect the poor during this adjustment period. The
Bank’s program is intended to support the government’s efforts to transform and
strengthen the SSN.

M acr oeconomic context

Jamaica experienced weak economic performance in the 1990s, resulting in a
negligible change in Gross Domestic Product (GDP) over the course of the decade
and four years of per capita GDP decline from 1996 to 1999. Among factors
obstructing growth were high domestic interest rates, which were linked to the
deficits, and a spiral of domestic debt accumulation. Public debt now represents
about 144% of GDP. As a consequence, the overall debt service burden on the
budget roseto an all-time high of 62% of total expendituresin FY 1999/2000.

Since the mid-1990s, Jamaicas economic policy emphass has been on
maintaining relative exchange rate stability and keeping inflation close to that of
its main trading partners. This has succeeded in stabilizing the exchange rate and
lowering inflation from 80% in 1991 to 6.1% in 2000, but a a cost in terms of
high (though gradually declining) real interest rates, larger interest payments on
the ever-increasing domestic debt, and lower economic growth.

The consolidated public sector deficit, at 11.7% of GDP in FY1998/1999, was
dightly reduced to 10% of GDP in 1999/2000, and will be cut in half, to about 5%
of GDP in FY2000/2001. A major factor explaining the growth in the public debt
has been the government intervention in the financial sector since 1997 in order to
rescue troubled institutions. This bailout is estimated to have cost the government
the equivalent of about 30% of GDP. At present, more than half of all fiscal
revenues and grants are being absorbed by public sector interest service
obligations (21.5% of GDP), about 80% of which corresponds to domestic debt
interest service.? The impact that these interest service obligations is having on
the budget is made clear by the fact that, without them, the FY 1999/2000 central

The fiscal year runs from April 1 to March 31.

Although domestic debt (mostly denominated in Jamaican dollars) represents almost 70% of total
outstanding public sector deht, it carries a much higher average interest rate (both in nominal and
in real terms) than foreign debt; and its burden on the fiscal budget is thus proportionally higher
than its share of total public sector debt.
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government budget turns a primary surplus of over 10% of GDP. Preliminary
estimates for FY2000/01 indicate an even higher primary surplus of over
12%, one of the highest ever reported in the region, and a clear sign of the
government’s commitment to the macroeconomic program agreed upon in
the SMP.

Given the rigidities on the current expenditure budget (absorbed mostly by
interest, wage and salary payments), the effort to curb fiscal expenditures in order
to keep the fiscal deficit under control has falen disproportionately on capital
outlays and on spending in social services. The share of government spending in
the social sectors has fallen from 26% in FY 1997/98 to 18% in FY 2000/01, while
the share devoted to debt management has increased from 49% to 58.2% during
the same period. This sSituation severely limits the ability of the government to
channel the required resources to the provision of social services, and the
strengthening of the safety net.

Reports from the IMF Article IV Consultation and SMP review mission, which
visted Jamaica earlier this year, indicate that the program is broadly on track,
with the overall fiscal deficit approximately 5% as called for in the SMP. Despite
a 16% increase in revenue in FY 2000/01 over the previous fiscal year, revenue
fell short of the SMP target by 5%. Consequently, centra government
expenditure was cut by a further 5% in order to meet the overall deficit target. The
tight fiscal situation has been aggravated by a slower decline in interest rates than
projected, forcing the government to cut capital and program expenditures, and
resulting in a primary surplus that is even higher than the SMP target. Given the
country’s success in meeting the broad targets in the SMP, Standard & Poor’s
recently upgraded Jamaica's long-term sovereign bond rating to B+ for foreign
currency bonds, and sovereign bond spreads have declined by around 150 basis
points so far this year, to 650 basis points over U.S. comparable bonds,

Poverty in the 1990s

At the start of the decade of the 1990s, the poverty rate in Jamaica, measured by
the proportion of individuals living in households whose per capita consumption
was below the official poverty line as calculated by the Planning Institute of
Jamaica (PIOJ), was 30%. There was a large jJump in poverty in the 1991-92
period resulting from a sudden adjustment episode that led to a dramatic increase
in inflation. However, since that period, poverty has declined steadily in Jamaica,
with the poverty rate in the last available survey year (1998) reaching an all time
low of 16%.

The observed decline in poverty has taken place within the context of stagnant
macroeconomic performance. Since the macroeconomic shock in 1991, GDP
growth has been negligible in a period during which poverty declined quite
rapidly. This apparent paradox in the observed trends in GDP growth and poverty
rates has been attributed to several factors. First, since 1991 there has been
significant wage catch up, so that by 1998 real wages were actually 35% higher
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than at the beginning of the 1990s. Second, the government’s stated commitment
to inflation reduction has indeed led to steady declines in inflation since 1991 (see
1.3), which has presumably lowered the inflation tax on the poor, thus also
contributing to poverty reduction. Third, there is a large and thriving informal
economy, estimated at nearly one-third of official GDP, which may aso be
responsible for the apparent discrepancy between official GDP figures and
poverty rates. Fourth, Jamaica has a long history of receiving remittance income
from non-residents living abroad; in 1999 these remittances approached 10% of
GDP.

There are several key changes in the characteristics of the poor that have occurred
over the decade. First, poverty is becoming more urban—the proportion of the
poor that live in the Kingston metropolitan area has gone from 4% to 10% during
this period. Second, a key-determining feature of poor households is that the
household head works in a non-tradable sector. 1n 1998, 90% of the poor lived in
households where the household head worked in a non-tradable sector, up from
75% at the beginning of the decade. Finaly, children have been, and continue to
be, the largest group of poor in the country. In 1998, for example, 39% of the
overall population was 18 years or younger, while 49% of the poor were in this
age cohort.

Jamaica has one of the highest rates of female headship in the world, with 43% of
households reporting a female head in the latest Survey of Living Conditions
(SLC). Female headed households (FHHSs) tend to be larger than male-headed
households (MHHSs), with the difference due to a greater number of children in
the former. There is a positive association between female headship and poverty,
and this association is much stronger in urban areas of Jamaica. For example, the
share of FHHs in the bottom per capita expenditure quintile is 51%, compared to
the overall rate of female headship of 43%. However, in urban areas where the
rate of FHHSs is 48%, the share of FHHSs in the bottom quintile is 61%. Results
from the SLC indicate that in the two poorest quintiles, femae heads (25%) are
more likely than male heads (17%) to be enrolled in two major socia assistance
programs (Public Assistance and Poor Reli€f).

Overview of current Social Safety Net

Jamaica spends approximately US$80 million per year on socia safety net
programs, defined as programs intended to provide assistance to poor and
vulnerable groups. The main programs in the safety net, along with their
associated budget, and number of beneficiaries (where relevant) are listed in
TableI-1.

1. Incometransfer programs

Jamaica has three main income support programs which provide cash or in-kind
welfare benefits, and which together account for about 16% of spending in the
SSN. The largest and most important of these is the Food Stamp Programme
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(FSP), which was started in 1984 in part as a response to large public sector
layoffs at that time, and is administered through the Ministry of Labour and Social
Security (MOLSS). The FSP's annual budget is US$7 million, and there are about
200,000 beneficiaries, with the two largest beneficiary groups being the elderly
and/or disabled, and families with nutritionally at-risk children aged 0-5 years.

The second income transfer program is the outdoor Poor Relief Programme,
which also targets the elderly and disabled, as well as indigent families, and is
administered by the Ministry of Local Government & Community Development.
Beneficiaries are identified by local poor relief workers, who aso perform
casework. The third income transfer program is the Public Assistance
Programme, aso administered by the MOLSS. This program provides a small
cash transfer to a target group consisting of the elderly poor, disabled, and
indigent individuals.

TABLE I-1
EXPENDITURES ON MAIN SOCIAL ASSISTANCE PROGRAMS
2001-02 BUDGET NUMBER OF
US$ million BENEFICIARIES
INCOME SUPPORT PROGRAMS
Food Stamps 6.6 200,000
Poor Relief 3.7 16,000
Public Assistance (excluding Golden Age Homes) 2.6 24,000
SUBTOTAL 12.9
SCHOOL BASED WELFARE PROGRAMS
School Feeding Programme 10.2 300,000
School Fee Assistance 11.7 40,000
SUBTOTAL 21.9
COMMUNITY BASED PROGRAMS
Social Investment Fund (Inter-American Development Bank 8.3
(IDB), World Bank, Caribbean Development Bank, European
Union)
Social and Economic Support Programme 7.5
SUBTOTAL 15.8
LABOR MARKET PROGRAMS
Lift Up Jamaica 14.0 4,000
Skills 2000 1.3
Self-Start Fund (European Union) 6.3
SUBTOTAL 21.6
TARGETED HEALTH PROGRAMS
Jamaica Drugs for the Elderly 1.2 125,000
Supplementary Feeding Programme 0.1 80,000
SUBTOTAL 13
INDIGENT HOUSING
Operation Pride and Golden Age Homes 2.0
SUBTOTAL 2.0
OTHER PROGRAMS 5.0
SUBTOTAL 5.0
TOTAL 80.5
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Targeting and coverage. All three transfer programs are affected by both leakage
and under-coverage. The majority of beneficiaries in the food stamp program
(children and the elderly and disabled) is self-selected, and does not undergo a
means test. Consequently, only 15% of the poorest quintile, and 9% of the second
poorest quintile, receive food stamp benefits. While all three programs are
generaly progressive in their distribution of benefits, there is still significant
leakage. In the food stamp program, for example, approximately one-third of
beneficiaries comes from the three richest per capita household consumption
quintiles.

Level of benefits. Another key issue affecting the impact of cash transfer
programs as a whole is the low overal level of benefits for recipients. For
example, Public Assistance and Poor Relief provide an average monthly benefit
of US$4 per person, while the Food Stamp Programme pays less than US$2 per
child per month. The per capita value of all three transfers combined adds up to
about 10% of the overall poverty line in Jamaica, but very few people are actually
enrolled in all three programs.

Lack of coordination and beneficiary group overlap. The three programs have
the same key target groups, most notably the elderly poor, the disabled and
indigent families. Given that the level of benefits from any one program is
unlikely to make any significant difference in well being, poor beneficiaries must
participate in two or more of the programs to obtain some meaningful level of
support. However, coordination is low among the three programs. Among
outdoor poor relief beneficiaries, for example, only 25% also receive food stamps.

2. School-based programs

The Ministry of Education, Youth, & and Culture (MOEYC) administers a
subsidized School Feeding Programme (SFP), which consists of a hot lunch
component and a snack component (“nutribun” and milk). The program is
intended to provide one meal per day to beneficiaries in basic, infant, primary, all-
age, junior high and comprehensive schools. According to the Ministry’s
Corporate Plan for 1998-99, the objective of the program is to “provide students
with meals of basic nutritional value in an effort to encourage regular attendance,
and give support to developmental activities in the schools.”

The cost of lunch is shared by the government (through a subsidy of the
production and delivery of the different products) and the student, and schools
may provide up to 20% free lunches to needy students identified by school
administrators. However, the current cost-recovery and exemption procedures and
targeting are neither systematic nor well monitored. The cost to students of the
snack is J$2 (US$0.02) and the cost of the cooked lunch varies from
approximately J$10 to J$40 (US$0.22 to US$0.86). The SFP is one of the larger
items in the SSN, with an annual budget of US$11 million and coverage of about
170,000 in the snack and 130,000 children in the cooked lunch program.
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Although one of the objectives of the program is to encourage regular attendance,
it is not apparent whether the current design of the program, which is not clearly
poverty-targeted, is achieving that aim. The cost of lunch is the most significant
component of non-tuition out-of-pocket school expenditures for households,
representing 40% of all such expenditure, while 80% of households from the
lowest quintile cite ‘money problems as the main reason for non-attendance by
children. School attendance, especialy for poor children in rura areas, is a
significant problem in Jamaica. Within this context, the cooked lunch component,
which formally requires a fairly large co-payment, may not be going far enough to
overcome the financial constraints for school attendance among poor children,
particularly in rural areas. This hypothesis is consistent with anecdotal reports
from school-level administrators and teachers. Additionally, data from the 1999
SLC show that 59% of children from the richest quintile participate in the SFP,
while only 65% of children from the poorest quintile do so.

An anaysis of the targeting procedures and distribution of the SFP was
commissioned as part of project preparation. Results from this study reveaed that
the method of selection of students for the subsidized lunch and free snack varies
considerably across schools, and in many cases the distribution of benefits is
‘sdlf-targeted’. The operation of the program also leads to children being
stigmatized for receiving the subsidy, which inhibits some needy children from
accessing benefits that they are entitled to, thus affecting their subsequent school
performance.

A study was aso commissioned during preparation to analyze the cost
effectiveness of the current snack provison system, and to compare this with
aternatives. Preliminary results of this study show that the cooked lunch is
significantly costlier on a per calorie basis relative to the snack program. The
study also recommended against a ‘one-size-fits-all’ approach to producing and
delivering the snack given the different conditions facing schools in urban versus
deep rura areas of the country. The study proposed a combination of local
competitive bidding and public/private partnerships in the production and delivery
of the snack, depending on factors such as market access and local economic
resources.

The other safety net program for school-aged children is the School Fee
Assistance Programme, designed to help needy secondary level students pay
school fees that were introduced in 1994/95 as part of a formal Cost Sharing
Scheme which requires that parents contribute to the cost of secondary education.
Parents must apply for assistance, and the school principal or guidance counselor
determines the amount of subsidy, if any, based on an assessment of need. In
1997, 38,500 students recelved assistance, 18% of whom received a full fee
waiver. Only 17% of the students who receive waivers are from the poorest
quintile while 31% of students who receive fee waivers are from quintile 4. The
amount of resources spent on this program has increased 329% in nominal terms
between 1995 and 1997, and by a further 93% between 1998/99 and 2001/02. The
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current poor distribution of the subsidy across quintiles and the rising expenditure
trend implies that a better targeting system needs to be applied.

Targeting and impact on the poor. There is a need for the two school-based
programs to more directly target the poorest students. The distribution of benefits
should be more progressive than is currently the case, since they contribute to the
government’s poverty aleviation efforts. Additionally, the programs need to
encourage human capital development of poor children by: (i) improving school
attendance, particularly in rura areas, which is a mgor problem in Jamaica; and
(i) improving enroliment and attendance of poor youth in secondary school. The
current design of the targeting of the subsidies in these programs does not clearly
respond to these needs.

Cost effectiveness and efficiency. A mgor portion of the budget of the SFP
consists of a subsidy to Nutrition Products Limited (NPL), a state-owned
company that is the sole producer and distributor of the snack and drink
component of the program. Government subvention to NPL has increased steadily
over the last four years since the withdrawal of the World Food Program, and is
approximately US$4 million in 2001-02. A study is about to be finalized,
supervised by PIOJ and MOEY C, which analyzes the current production costs
and recommends alternative cost-efficient production and delivery options.

3. Other SSN programs

The Ministry of Hedth operates the Jamaica Drugs for the Elderly Programme
(JADEP) which provides subsidized drugs to the elderly who suffer from specific
diseases such as hypertension, diabetes, glaucoma, arthritis, and asthma. This
program is not currently targeted based on income and initial analysis suggests
that the poor have other obstacles besides the cost of pharmaceuticals to optimum
disease diagnosis and management that limit their benefits from this program.
The Ministry also administers a small supplementary feeding program, which
distributes cornmeal to malnourished children in public health clinics.

Finaly, there are three community-based safety net interventions, the Jamaica
Socia Investment Fund (JSIF), which is co-financed by the IDB (Loan No.
1005/0C-JA), the World Bank and other donors, the Social and Economic
Support Programme (SESP), and Lift-Up Jamaica. The JSIF is a traditional socid
fund that finances community socia and economic infrastructure on a demand-
driven basis. The SESP is administered by the Office of the Prime Minister and
also provides funds to communities for infrastructure projects, as well as some
individual benefits for school materials, funerals, housing for the indigent, and in
support of entrepreneuria activity. SESP currently employs a non-standardized
targeting method for selecting beneficiaries. Lift-Up Jamaica is a community
based public works program targeted towards youth-at-risk (ages 18-30). It was
designed as a short-term response to a critical social situation, with a project life
of 18 months and funding from several public sector enterprises.
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Government strategy

Jamaica's most recent Poverty Eradication Strategy is summarized in Ministry
Paper #13, signed by the Prime Minister in 1997, which sets broad guidelines for
programming in this area. Key features of the strategy include a focus on more
development oriented programs that especially target families with small children,
better overal targeting of programs, and rationalization to increase cost
effectiveness where possible. The strategy also officially classifies the school
feeding program as a poverty aleviation program, since originaly it was not
intended as such.

Within the framework of Ministry Paper #13, as well as the present context of
fiscal restraint, the government has recently developed a concrete proposal for a
comprehensive reform of the social safety net in order to increase efficiency and
streamline the delivery of services to the poor. The reform proposal has been
developed through a collaborative effort by line ministries and the country’s main
development partners (Canadian International Development Agency, Caribbean
Development Bank, Department for International Development, European Union,
Inter-American Development Bank, United Nations Children's Fund, and the
World Bank), and has been coordinated by the PIOJ. The government’s proposal
identifies five key features desired of the reformed SSN:

1.  Programsmust be distinctively pro-poor

This is to be achieved by designing programs to specifically address risks and
conditions associated with poverty and vulnerability, and by the development and
use of an appropriate targeting mechanism. A transparent means of evaluating
potential beneficiaries will facilitate a reduction of leakage, while at the same
time serving as a basis or identifying persons capable of contributing to the
meaningful recovery of cost where services such as the SFP and JADEP are
provided universally.

2. Programsand services must beintegrated

The objective here is to achieve complementarity and reduce the cost of service
delivery, and presumes a consolidation of some programs, and a reduction in the
scope of other programs in order to avoid duplication.

3. A comprehensive range of benefits must be provided

The reformed SSN must address risks associated with different conditions of
poverty and vulnerability as well as risks associated with the different life stages
of the poor. The SSN should thus be comprised of developmental programs
(education, training, health) to remove able-bodied beneficiaries from the welfare
roll and assist in breaking the inter-generational cycle of poverty among families
while at the same time providing for those who cannot provide for themselves.
Central to thisisthat benefits are adequate in value and are paid on atimely basis.
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4.  The SSN must be flexible and adaptable

That is, the reformed SSN should have a set of core programs which can be easily
scaled up or down as required and access to these can be fairly quick.
Additionally, it envisages that a comprehensive register of beneficiaries would be
maintained based on tracking of beneficiaries and their status by the welfare

agency.

5. SSN must be fiscally sustainablein the long term and economical and
efficient in the short term

The former is predicated on the assumption that a combination of pension reform,
employment creation via economic growth, more equitable distribution of
resources, more aggressive cost recovery, and current investments in education
and health will result in a reduction in the number of persons below the poverty
line and a lessening of dependence on the state. Simultaneoudly, it hinges on a
skewing of welfare expenditure towards expeditiously removing persons from the
welfare roll. For the short term, efficiency and economy should be achieved by
doing more with less. This requires the elimination of marginal programs,
consolidation of the maor ones and modification of others. Supplementary
actions include the reduction of administrative costs through the use of
non-traditional means of service delivery and more specific targeting of benefits
to the neediest.

Bank strategy and rationale for Bank intervention

The proposed loan is designed to support the reform process and ensure that a
reformed social safety net, capable of addressing the needs of the poor in an
efficient and well-targeted manner, is put in place. The program will accomplish
these objectives by providing the policy framework and incentives for the timely
design, implementation, and monitoring, of a reformed safety net. In addition, the
program will protect part of the spending on the safety net and basic social
services during a period of strong fiscal adjustment, and thus mitigate the adverse
effects of structural adjustment on the poorest and most vulnerable. The parallel
TC component of the program will finance some of the ingtitutional reforms
called for in the operation, as well as support the monitoring and evaluation of the
reformed safety net programs.

The Bank’s strategy in Jamaica described in the country paper (GN-2025) is
twofold: (i) to support the establishment of a sound macroeconomic environment
characterized by sustainable fiscal and balance-of-payments positions, and (ii) to
support a process of structural adjustment and reform that will improve the
conditions for private sector led growth, which includes public sector
strengthening and reform. The current program is consistent with the Bank’s
objectives of supporting the reform of the public sector in order to increase
efficiency. Components of the proposed program, including strengthening and
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restructuring the safety net, as well as improved targeting, were discussed with the
government in the most recent programming mission to Jamaica of July 2000.

Bank experience and other donor interventions

The most recent Bank initiative in the safety net area is the JSIF, which is co-
financed by the IDB and the World Bank (see 1.26). In addition, the Bank is
currently involved in the implementation of broad reforms of the health
(1028/0C-JA) and education (Loan No. 1264/0C-JA) sectors, which include
among their objectives improved access and quality of services for the poor. The
Bank is aso currently supporting the preparation of a Youth Development
operation (JA-0119), which will be complementary to this operation and will
support the strengthening of the SSN by expanding its coverage to this extremely
important age group in Jamaica.

Several Bank sector loan operations have sought to protect spending levels in
socia and safety net programs, including the Socia Reform and Social Protection
Program (1174/0OC-BR) and the Program for Fiscal Adjustment and Maintenance
of Social Spending (1019/0C-BO), both approved in 1999, and more recently the
Investment Sector Program (1259/0C-EC) which was approved in 2000. An
operation that is very similar to the current one is the Special Structural
Adjustment Program and Strengthening of Banking System Safeguards
(1163/0C-AR), approved in 1998 and ill in execution. This emergency
operation includes conditions requiring the merger of six food and nutrition
programs into one program to be administered by a single agency, as well as the
use of atransparent proxy means test to select beneficiaries in six socia safety net
programs.

The World Bank is supporting specific elements of the redesigned safety net
through an investment operation of approximately US$40 million, which is
described in more detail in Chapter 11 (see 2.26-2.29). The IDB and World Bank
programs are complementary, the Bank program providing the context or policy
framework for the overall transformation of the social safety net, and the World
Bank program financing specific elements within the reformed social safety net.
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II. PROGRAM OBJECTIVESAND DESCRIPTION

Objectives

The Social Safety Net Reform Program will focus on two main objectives.
(i) protect components of social sector and safety net spending during a period of
strong fiscal adjustment, and (ii) facilitate the restructuring and better targeting of
severa important safety net programs, including the school feeding programme.
A policy matrix summarizing the actions to be taken by the government is
presented in Annex 1, and is described in detail below. The policy letter in
Annex 2 sets out the government’s commitment to the proposed reform agenda
and as such, provides the framework for the overall execution of the program. All
1% tranche conditions are expected to be met by Board approval. A paralle
technical cooperation will finance specific activities related to the ingtitutional
reforms and restructuring of these safety net programs.

Program components
1. M acr oeconomic framewor k

Objective. The government will continue to pursue sound macroeconomic
policies consistent with the SMP, a primary objective of which is the resolution of
the adverse debt dynamics facing the country.

Actions. The condition for Board approval is successful implementation of the
FY2000-01 SMP, with broad targets fulfilled in the specific areas of the primary
surplus, overall fiscal deficit, inflation, and safety net spending. The 2™ tranche
conditions consists of the maintenance of sound macroeconomic policies and
management consistent with the objectives and targets of the SMP.

2. Protect social sector and specific safety net spending

Objective. Within the context of the strong fiscal adjustment necessitated by the
internal debt crisis, this component aims to protect the poor by ensuring that
essential social sector and social assistance services continue to be funded.
Specifically, the Bank program will ensure that spending is maintained in two
areas. (i) basic health and education service delivery, and (ii) certain key safety
net programs.

Basic health and education delivery. The Bank program will protect the level
of spending on non-saary recurrent items for basic health, pre-school, and
primary education. These are defined to include key variable inputs such as
medical supplies and vaccinations, teaching materials, textbooks, and recurrent
maintenance expenditure. In addition, the program will protect the budget for
preschool education (Grants to Basic Schools), which is one of the largest single
programs in the Ministry of Education, and a stated priority according to the
Ministry’s corporate plan. The evolution of spending in these areas has varied
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significantly over the last three years consistent with the priorities of the present
Government. For example, both the Grants to Basic Schools and educational
materials and supplies have increased by over 10% in rea terms over the last
three years. In contrast, real spending on non-salary variable inputs in basic
health increased significantly between FY99-00 and FY00-01, but then fell by
15% in the current FY. Some of this decline is attributed to the reorganization of
the health sector into Regional Health Authorities, and the increased importance
of user fees to finance supplies and materials in the sector.

Safety net programs. The key safety net programs to be protected are listed in
Table I1-1. In education, these include the School Feeding Programme and the
Secondary School Fees Assistance, the two largest programs in terms of budget in
the safety net. The three main transfer programs (Food Stamps, Public
Assistance, and Outdoor Poor Relief) are to be consolidated into the Unified
Benefit Progranme (UBP).Hence, over time there will be an increase in the
budget of the UBP and a decline in the budget lines of the other three programs.
As mentioned earlier, the SMP calls for the maintenance in real terms of SSN
expenditures between the last fiscal year and the current one. The SSN programs
identified under the Bank program are a subset of those in the SMP, and are
chosen because of their potential impact on the poor.®>  The monetary targets for
these programs represent a real increase of 16% over the executed budget in the
previous fiscal year. However, overal real spending in these programs actually
declined between FY99-00 and FY 00-01, so that during the three-year period as a
whole, the real increase in the budget of these programs is 4%. Nevertheless, this
increase is commendable given the current fiscal context and the overriding need
to reduce the debt burden.

3

The SMP review indicates that overall spending in the safety net fell slightly short of target during
last FY. The Bank’sstrategy isto thusfocus on a subset of high impact programs and ensure their
execution.
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Table II-1
PROTECTED PROGRAMS AND TARGET SPENDING LEVELS FOR FY2001-02
| J$ '000s | US$ '000s
SAFETY NET PROGRAMS
Public Assistance 110,469.0 2,569.0
Food Stamp Programme 283,340.0 6,589.3
Kerosene Stamp 33,400.0 776.7
Unified Benefit Programme 69,000.0 1,604.7
Outdoor Poor Relief Services 56,312.0 1,309.6
School Feeding Programme 466,317.0 10,844.6
Secondary School Fees Assistance 330,250.0 7,680.2
Jamaica Drugs for the Elderly 50,110.0 1,165.3
Total Safety Net Programs:| 1,399,198.0 32,539.5
BASIC HEALTH AND EDUCATION DELIVERY

Education Materials, Supplies and Maintenance 416,000.0 9,674.4
Grants to Basic Schools 656,935.0 15,277.6
Health 326,654.0 7,596.6
Total Basic Health and Education Delivery:| 1,399,589.0 32,548.6
Grand Total 2,798,787.0 65,088.1

J$ amounts converted to US$ using exchange rate of J$43:1.

Actions. The condition for Board approval is a commitment by the authorities to
maintain spending in the pre-identified areas to the levels indicated in Table I1-1.
This commitment will involve actual budget alocations in these amounts to be
approved by Parliament and published officially by the Ministry of Finance and
Planning. For 2™ tranche, the Bank will require evidence that the total amounts
for these safety net programs and basic social services, taken separately, were
actually spent during the previous fiscal year. During FY 2001-02 actual spending
in the areas listed in Table I1-1 will be monitored on a quarterly basis to ensure
execution, and to provide an early warning system in case execution is
significantly off-track. A further condition for 2™ tranche will be that spending in
these identified activities be maintained in real terms in the next fiscal year.

3.  Improved targeting of safety net programs

Objective. The program calls for the development of a uniform proxy means test,
which will be used to identify beneficiaries for al major applicable programs in
the social safety net. Implementation of such a system will ensure that potential
beneficiaries of all mgjor safety net programs are treated equally, and that the time
cost for the poor in accessing entitlements is reduced, since the database will be
shared by all program managers. The system will also provide the authorities with
the means of responding to a crisis by allowing eligibility cut-off points to vary
across programs and time periods.
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Using data from the Survey of Living Conditions, the main correlates of poverty
have been estimated and given weights using appropriate statistical techniques.*
These weights comprise the scoring formula, which will be used to assess
household dligibility, initially for the UBP, and eventualy for other safety net
programs as they are redesigned. The scoring formula has been developed by the
PIOJ with support from the World Bank and IDB. Initidly, the targeting
instrument will be managed by the Ministry of Labor and Social Security, which
will begin its application by the end of the year. Once the instrument has been
piloted in the UBP, it will be made available to other agencies and line ministries
involved in the delivery of safety net and other social programs. The parallel TC
will finance the training and institutional strengthening required in other
ministries for their successful adoption of the instrument.

Actions. The condition for Board approval is a decision by Cabinet that a
uniform proxy means test will be used by all mgor SSN programs, including
individual beneficiaries in the Social & Economic Support Programme (SESP).
For 2™ tranche, the proxy means test must be in use by the UBP and the SESP.
In addition, other key agencies involved in the delivery of safety net programs
(Ministry of Education, Youth, & Culture, Ministry of Health and the Office of
the Prime Minister) must have access to the database and have received sufficient
training in order to use the proxy means test in their programs. The training and
institutional  strengthening required to fulfill this condition will be financed
through the parallel technical cooperation described in Annex 4.

4.  Reform of incometransfer programs

Objective. In order to eliminate extra administrative costs and to reduce
beneficiary time costs, the three main cash/in-kind transfer programs, the Food
Stamp Programme, Outdoor Poor Relief, and Public Assistance, will be unified
into one transfer program under the responsibility of the MOLSS (the Unified
Benefit Programme). The unified program should target 15% of the population in
specified vulnerable groups, or approximately 220,000 individuals. To strengthen
targeting and improve transparency in beneficiary selection, the UBP will use the
new targeting instrument to evaluate eligibility for the program. Finally, the level
of benefits in the reformed program should be increased to a level that can have a
meaningful impact on the welfare of the poor.

Five sets of variables are used to predict household welfare: 1) housing characteristics such as
access to potable water, type of toilet, source of energy, and main material of walls; 2) region of
residence; 3) demographic characteristics (size and composition of family, crowding); 4) durable
goods (telephone, car, refrigerator, stove); and 5) characteristics of the household head (sex, age,
marital status, schooling).

Activities under the SESP are decentralized to the local Parish Councils, who work with the local
Social Development Committees to address concerns and implement projects. Individuals
seeking benefits through the SESP would have to qualify though the proxy means test, which
would be administered by the local office of the MOLSS.
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Actions. The condition for Board approval is a decision by Cabinet to unify the
three programs into one unified benefit program, to make this program effective
in the budget, to raise the level of benefits and to formulate a transition plan for
moving from the current system to the reformed one. This transition plan has
been provided to the Bank, and specifies a three-year transition period, with
benefits increasing from US$6 per person per month in the last quarter of
FY2001-02, to US$8.50 per person per month in FY2002-03, and finally to
US$12 per person per month in FY2003-04, approximately 40% of the low-cost
food basket®. The average level of monthly benefits in the current main transfer
program (the Food Stamp Programme) is approximately US$2 per child.

The Poor Relief Programme was created under the Poor Relief Act in the early
1800's. The Attorney Genera has recently opined that the Board of Supervision
of Poor Relief has the power to authorize payments for Poor Relief to be made
through the Unified Benefit Programme (UBP), and evidence of such
authorization is a condition for 1% tranche. Furthermore, an institutional study is
currently underway to analyze the need for legidative amendments or regulatory
reforms to ensure the legal basis of the UBP. Implementation of the report’s
appropriate recommendations, including amendments to the Poor Relief Act if
necessary, is a 2™ tranche condition (see Annex 3, condition 12).

The trangition from the old to the reformed program will begin with a pilot phase
in the parish of St. Catherine during the first 7 months of 2002 before expansion
isand-wide. A condition for 2™ tranche disbursement is that at least 45,000
beneficiaries be enrolled in the UBP.

A further condition for 2™ tranche is that the level of benefit be raised as specified
in the trangition plan. In addition, a Cabinet decision is required on a mechanism
for review of the benefit level after the trangition period is over to ensure its value
does not erode over time. The decison should specify the agency or group
responsible for technical review of the benefit level and provide a
recommendation, the basis upon which the recommendation is made (% of low-
cost food basket, poverty line, or similar measure), specify the Ministry
responsible for submitting the annual review to Cabinet, and the manner in which
the annua review will be made public. The mechanism will aso specify a
minimum level below which the value of the benefit should not be allowed to fall.

5.  Reform of school-based assistance programs

Objective. The program calls for improved efficiency and targeting of the
Secondary School Fees Assistance Programme in order to increase secondary
school access for poor children. The program will also support the reform of the
School Feeding Programme in order to make the distribution of subsidies more
progressive and thus increase the incentive for poor students to attend school.

Respective J$250, J$375, and J$500.
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Actions. For both the Secondary School Fees Assistance Programme and the
School Feeding Programme, the 1% tranche condition is for Cabinet approval to
use the proxy means test to select beneficiaries in the respective programs. By
2"tranche, the proxy means test must be in use for selecting beneficiaries to
receive schooling grants and subsidized lunches and free snacks in at least one
parish.

In addition to the policy actions described above, the Government has indicated
its desire to improve the cost-effectiveness of the snack program through the
possible adoption of alternative procurement and delivery methods to the current
system. The analysis undertaken during project preparation indicated that the
geographic and economic heterogeneity of the country would require different
procurement and delivery mechanisms in urban, rural, and deep rura areas.
Specific proposals include competitive bidding with loca community
participation where possible, and a more explicit role of the private voluntary and
business sector as a partner in the provison of meals, with the MOEY C setting
broad guidelines in terms of nutritional content and sanitary procedures for food
preparation and delivery.

Given these circumstances, the Bank and the Government agreed that as part of
the rationalization and restructuring of the SSN, a series of pilot interventions to
test alternative modes of procurement and delivery of school snacks and lunch
would be implemented during the 2002-03 school year. This agreement is not
part of the matrix of conditions for tranche disbursement, but is described in the
policy letter in Annex 2 and is part of the overall program. The technical
assistance required to carry out the pilot activities will be financed through the
parallel TC component of the program, with counterpart funding to cover the cost
of the food.

6. Evaluation and restructuring of other programs

Objective. As part of the comprehensive reform of the SSN the program will
support the evaluation and restructuring of other safety net programs in order to
improve targeting and to reduce duplication. Some of these activities under this
component are not part of the formal matrix of conditions for tranche
disbursements, but are nevertheless an important component of the reform process
and are included in the government’s policy letter in Annex 2 and will be
supported by the parallel TC.

Actions. Summaries of the actions that will be taken to consolidate and strengthen
the SSN are listed below.

a As pat of the consolidation and rationalization of the SSN, the
Supplementary Feeding Programme will be terminated.

b. The initial pool of funds for Lift-Up Jamaica will be ending this fiscal year.
As part of the preparation of the pipeline Youth Development Program



2.22

2.23

2.24

-17 -

(JA-0119), Lift Up Jamaica will be evaluated, and the lessons learned
incorporated into the design of the new program.

c. The Socia and Economic Support Programme (SESP) will adopt the uniform
targeting instrument for selecting beneficiaries, and a ceiling will be set on
the size of community infrastructure activities to be carried out under this
modality in order to avoid duplication with JSIF. The SESP will also be
evauated in order to identify other areas where the program can be
streamlined in order to avoid duplication with other SSN programs such as
the Secondary School Fee Assistance Programme.

d. An assessment of the efficiency and distributional impact of the Grants to
Basic School Programme, in order to provide recommendations on how to
strengthen the program's attention to the needs of the most vulnerable
children.

e. Finaly, the evaluation of JADEP will commence shortly, funded through the
existing IDB-financed Health Reform Program (1028/OC-JA), in order to
identify ways to strengthen the program, including its future use of the
targeting instrument, if appropriate. The use of the new targeting instrument
in other health programs and services will also be studied in order to improve
their accessibility to the poor.

Technical cooperation component

The parallel technical cooperation is designed to support the reforms described in
this document. Specifically, the technical cooperation will finance training and
other ingtitutional strengthening activities required to ensure that the conditions
for 2 tranche have been met. The most important of these conditions is the
adoption of the targeting instrument by the maor programs in the current safety
net (SESP, SFP, and Secondary Schools Fees Assistance (SSFA)). To ensure that
delays in implementing the TC do not jeopardize the attainment of 2" tranche
conditions, a program coordinator is expected to be in place shortly, financed
through C & D Action Plan Funds, in order to begin work on procurement and
other relevant activities while the conditions for effectiveness of the TC are being
met. A summary of activities and associated costs is presented in Table I1-2,
while the detailed Plan of Operationsis attached as Annex 4.

Studies to inform reform. The TC will finance the studies referred to in section
B above. In addition to these, a smal pool of money has been adlocated to
finance additional studies on socia protection in order to inform future
refinementsin policy.

Reform Implementation. This component supports two major activities. The
first activity is designed to assist the Ministry of Education, Youth and Culture,
Office of the Prime Minister, and Ministry of Hedth in gaining access to and
using the targeting instrument in their safety net programs. This will involve
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training of key personnel involved in the management of these programs, as well
as installation of adequate information systems to facilitate access to and use of
the database. The second activity will be to provide technical assistance to the
SFP for the successful implementation of several pilot interventions to improve
cost-effectiveness of the program.

Monitoring and evaluation. This component will support several activities
designed to strengthen the monitoring and evaluation capacity of government with
respect to its social safety net programs. First, the TC will finance an expanded
Survey of Living Conditions to be carried out in 2002 with a special module
focusing on socia programs in order to provide baseline information on access
and targeting. Second, the TC will also finance the creation of conditions within
the Statistical Institute (STATIN) to design a detailed poverty map using the
expanded Survey of Living Conditions and the 2001 census. This poverty map
can then be used to identify poor communities who could benefit from
community-based programs such as the JSIF. Third, the parallel TC will be used
to strengthen the capacity of PIOJ to coordinate the implementation of the reform.
Specifically, it will support the PIOJ in carrying out on-going monitoring and
evaluation activities regarding the efficiency, appropriateness and impact of the
SSN in order for the reform effort to be adopted as a continuous, iterative effort.
This will include consultations with beneficiary groups in order to incorporate
perceptions and demands of the poor.
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TABLE 11-2
TECHNICAL COOPERATION ACTIVITIES AND BUDGET

Total Cost IDB Counterpart
1|Studiesto Inform Reforms 185,000 185,000 0
1.1]|Lift Up Jamaica 50,000 50,000
1.2|SSFA 50,000 50,000
1.3|SESP 20,000 20,000
1.4|Grants for Basic Schools 15,000 15,000
1.5[Socia Protection and Policy Studies 50,000 50,000
2|Reform I mplementation 800,000 400,000 400,000
2.1|Adoption of Targeting Instrument 150,000 150,000
2.1.1|Ministry of Education programs (SFP & SSFA) | 100,000 100,000
2.1.2|OPM (SESP) 30,000 30,000
2.1.3